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.’ | ON MAY 25, EMBASSY ENERGY OFFICER VISITED ESSEN F(R ®
| DISCUSSIONS wITH AEG-KANISe THE FKE FRCODUCERS OF
. | YURBINES FOR THE SOVIET=-WEST EUROPEAN NATURAL PIPELINE. ®
® AEGy WHICH WAS REPRESENTED BY THE CIVISION MANAGER FOR
| GAS TURBINESs AND BY THE CHItF ENGINEEFR FOE YURBINE
| PROCDUCTIONy ONCE AGAIN EXPLAINED THE DIFFICULTIES THEY ®
® | FACED BASED ON THE UeSe EMBARGO EXFCRTS OF GIL AND GAS
| TECHNOLOGY AND EQUIPMENT TO THE SOVIET UNIONe AS PRE-
| VICUSLY REPORTEDy PEF Ay AEG IS5 IN DIFFICULY FINAMCIAL PY
® " STRAITSs ANU THE LQS5 OF THE SONIET ORCERe COUFLEC wITH
| P(SSIBLE PENALTY CLAUSESy «€CULD BE A SEVERE BLOW T0 THE
P CCNFIDENTIAL ®
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FIRM. AS MIGHT BE EXPERYED, 466 SFOWEC LITTLE UNEPRSTANDING
| FOR THE UeSe POSITION &ITH REGARD TC THE WIDER ISSUES
| OF EAST=WEST TRADE AND SOVIEY CREDITS. THEIR CONCERN WAS
| SCLELY WITH THE PRESENT ORDERy WHICF THEY REPEATECLY
| PCINTED OUT WAS SIGNED PRIOR 1O THE IMFCSITION OF SANC-
| TIONSe THEY REPORTED THAT AE€ ANC JOHN BROWN HAVE DECICED
| Y0 REJECT AN OFFER BY ALTHSCM ATLANTIGUE TO PRODULCE RGTCRS
- TO BE USED IN THE GAS TURBINESy BUT SPECULATED THAT THE
. MOST UIKELY SOLUTION WILL BE SOVIET FRCDUCTION BASED ON
| THEIR EXISTING 25 Mx PRCTOTYPEe THESE OFFICIALS MAD
| LITTLE CONFIDENCE THAT VHE UeSe EMEARGC wOULD BE LIFYEO,
| AMC IN ANY CASEy POINTED GUT THAT A DECISION WILL HAVE 10
/BE MADE BEFCRE JULY 1 TO BE GF ANY USE TO THE FIFPe IN
CONCLUSION THEY INDICATED THAT IT #AS THEIR UNDERSTANDING
THAT YHE QUESYION OF CONTINUATION CF SANCTIONS wOLLD BE
RAISED BY VARIOUS GERMAN OFFICIALS IN CONNECTION &ITF THE
VERSAILLES AND BONN SUMMITS. END SUMMAFY.

3. CLRPENT DELIVERY STATUS:
| AEG PRESENTLY HOLDS FOUR FRAME S SETS PANUFACTURED IN THE
| UNITED STATES AND SFIPPED PRICK TO THE EMBARG0e. THEIR
| DELIVERY SCHEDULE WITH YHE SCAIETS CALLS FOR DELIVERY
| (FCB GERMAN PORTIOF TWC FRAME 3 COMFRESSORS IN AUGUST;
TH0 FRAME 3 AND TwO FRAME 5 CCMPRESSCRS IN SEPTEMBER; OM
FRAME 3 AND Tw0 FRAME 5 IN CCIOBERe CUK CONTACTS MERE
| CONFIDENT YHAY THE AUGUSY AND SEFYEMHER ORDERS wCLLD BE
' PRCOUCED AND DELINEFED CN TIMEs BUT SAK NOC LIKELIFOOD
| THAT SUBSEQUENT OFLIVERIES wOULLD BE MACE ON SCHEDULE.
| THEY ESTIMATE THE DELAY IN DELIVERIES IS CURRENTLY BETMEEN
; SIX AND NINE MONTHE DUE YO THE UNAVAILABILIGY OF FOTORS.
. THEY NOTE THAT GENERAL ELECTRIC HAS RECUCED ITS 1982
| PRODUCTION OF ROTOR SETS FROM 80 TC 42. GENERAL ELECTRIC,
| WHILE STILL CONSIDERING THE APPLICABILITY CF PENALTY
| CLAUSESy HAS APPARENYLY DECICED NGOV V0O CHARGE AEG FOR
| ROTORS WHICH AEG CANMOT EXPORY FROM THE UNITED STTES.
+ THIS DECISION CUMES DESPITE A CONTRACT &HICH CALLS FOR
| THE TRANSFER OF TITLE FROM GENERAL ELECTRIC TO AEG IN
| THE UNITED STATESe
| 4e ALTHSOM®S OFFER TO REPLACE GENERAL ELECYRIC:
| D A S G D G0 W R D MR T W D S S A A SN W I WD W WP U G W S W -
| ALTHSOM ATULANY IQUE HAS OFFEREC YO INCREASE THEIR FRCOUC-
| TICN OF FRAME S ROTORS FROM 40 (MHICH &ERE TO BE USED
AS REPLACEMENT PARTS) TO 98. THESE ROTOR SETSe WFICH
| WOULD BE PROUDUCED UNDEF THE FIRM?S EXISTING LICENSE FROM
| GENERAL ELECTRIC,y WOULD IN TURN BE SOLL TO NOUVO FIGONE
| JOHN BROWNy AND AEG-KANIS FCR BUILDING INTO FRAME §
| TURBINES. ALTHSOM®S OFFER wILL BE OPEN UNTIL MAY 28,
' AFTER WHICH THE FIRM HAS RESERVED 1HE RIGHT TC EITHER
' MITHDRAW THE DFFER OR TO RAISE ITS FPICESe. 1IN MIC=MAY,
{ AEG=KANIS AND JOHN BROMN PARTICIPATED IN A MEETING WITH
| YHEIR GENERAL CONTRACTCRy MANNESMAN=CRCUSET=LOGIRE, YO
; DISCUSS THE ALTHSOM OFFERe TYHERE wAS GENERAL AGREEMENT
. THAT THE PRICE ASKED BY ALTHSCM W/AS EXCRBITANT; IN THE
" VIEW CF ONE AEG CONTACTy "IT INCLULES 2Li NECESSAFRY IN=
, VESTMENTY FWICE DVER.% Af6 SAID IT REMAINED IN PRINCIFLE
INTERESTED IN BUYING FRENCH=MADE RCTORSs BUT DGUBTED
THE SOVIETS wiLL AGREE TO THE PRICE INCREASES WHICH
EXDIS
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MOLLD RESULT FROM USI ISHEF COSY KOTIOR SETS Y ORI~
GINALLY PLANNEDe MANNESMAN CONFIRMNEDy FROM THEIR CONTACTS
MITH MACHINCIMPORTy THAT THE SOVIETS WERE UNLIKELY TO

' 'RCCEPT SO LARGE A COST INCREASEe. THE ALTHSOM OFFER IS

REPORTEDLY CONTINGENT ON THE FIRM®*S CBTAINING FREANCH
GOVERNMENT PERMISSICN TC EXPCRY RCYCR SETS USING GENERAL
ELECTRIC TECHNOLOBY AND ON THE AGREEMENY OF THE FRG
ECONOMICS MINISTRY TO PERMIT THE SULESEGUENT RE-EXPORT

OF THESE PRODUCYSe ALTHOUGH ALTHSOM APFARENTLY HAS SOME
INCICATION VHAY THE FIRSY OF THESE CONCITIONS CAN BE
SATISFIEDs ALTHSOMy ACCORDIN® TO At6-KANISy HAS 7O INDEFR=-
TAKE SIGNIFICANT INVESTMENY ABUOVE AND BEYOND THAT ALREACY
COMMITTED UNDER THE 40 RCTOR SEY OFDEHe IN ORDER 710
PRCDUCE THE ADDITIONAL KOTOR SEYS CM A FEASCNABLE TIME
SCHEDULE. (AEG BELIEVED THIS &wOULD COME FROM CONVENTIONAL
BANKING SOURCES AND SAW NU FEASCN wHY FUNDING WOULD BE

A FROBLEMa) AEG ESTIMATES THAT THE OVERALL YURBIANE
DELIVERY SCHEDULE WOULD BE OELAYED BY AS MUCH AS TG

YEARS IF THE ALYHSOM OPTION WwERE CHUSEN.

Se POSSIBLE SOLUTICNS TO THE TURBINE SUPPLY PROBLEN:
O8RS S WS D A W S S S W A S A S D B D G S AT G AR B N NG N AR AR G R S W AR W
MANNESMAN HAS WwRITTEN TO THE SOVIETS (MACHINUGIMPORT)
GIVING THREE POSSIBLE SOLUTIONS TO THE FPRESENT INFASSE:

A) WAITING FURTHER FCR THE LIFTING CF THE UeSe
EMBARGOS

B) A DECISION TO PROCURE RCLTORS FRCF ALTHSOM
ATLANTIQUE 3 OR

C) THE FURTHER EXPLORATICN CF ALTURNATIVE SOLUTIONS.
UNDEW® THIS LAVYTER CATEGORY AFE INCLULOEC: FOSSIBLE POKEFING
OF THE FIPELINE THROUGH SERIES PRQLUCTICN OF A 25 Mu
COMPRESSGR OF SOVIET DESIGN; THE USE COF JET DERIVATIVE
COMPRESSORS OF EUROPEAN CHRIGIN; THE USE OF STEAM TURBINESS
OR YHE USE CF ELECYRICALLY DRIVEN CCMFFESSCRS.

6e SOVIET PRDDUCTIQONS
AEG?*T CHIEDF TURBINE ENGINEEK SPECULATES THAY THE SOVIEYS
MILL EVENTUALLY DECIODE TO CUT THEMSELVES OFF FROM WESTERN
TECHNGLOGY AND YO PRODUCE THEIR OMN COMPRESSORS F(R USE
ON THE FIPELINE-. IN HIS JUDGMENTy YHE LCELAY INVOLVED
WILL NOT JEOPARDIZE THE GAS LELIVEFY CCNYRACTYSe GIVEN
THE SPARE DELIVERY CAPACIYY WHICH EXISTS IN THE PRESENT
PIPELINE SYSTEMe SERIES PRCOULCTICN OF A COMPRESSCR FRCHN
THE PRESENT PROTOTYPE WOULD BE DIFFICULTs ALTHOUGKE NOT
IMPCSSIBLES THE SOVNIETS ALFEACY HAVE WESTERN COMFRESSCERS
INCLUDING GE FRAME 395y FRAME 5SSy AND CTHER BRANCS.
THIS ENGINEER BELIEVES IT PGSSIBLE THAT THE SOVIETS
COULD DECIOE YC DISASSEMBLE ONE OR MORE OF THESE TURBINES
TO ASSIST IN ANY ENGINEERING NECESSAFY YC PRODUCE A
SIMILAR COMPRESSOR ON A SERIES BAEIS.
Te COMMENTYS wf HAVE NO WAY OF VALICAYING THIS ENGINEER'S
JUDGMENY A3 T2 THE LIKELIHOCD OR CAFABILITIES OF THE
SCVIETS TO PRODUCE THEIR Owh TURBINEe HOMEVER, THIS
SCURCE HAS HAD EXTENSIVE CONTACTS wITH SOVIET EQUIPMENT
PURCHASERS AND ENBINEERS OVER THE COURSEL OF THE TERLE
PRIOR TURBINE CONTRACTS A£G HAS HAD WwWITH MACHINOIMPORT .
ENC CUMMENT.
8e ACCCORDING TO OUR CONTACT s USINE THE SOVIEY TURBINE CF=-
CONFIDENTTIAL
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. TICN WOULD FREE THE § TS FROM PCSSIELE FUTURE TRIC=-
TIONS ON IMPORT OF TURBINES OR SIMILAR PRODUCTSs AND wOLLD
PRCVIDE THEM WITH A PUTENTIALLY USEFUL PROPAGANDA COUNTER
TC YHE UeSe EMBARGCe LITTLE REENGINEERING wWOULD EE
INVOLNEDe OUR CONTACT THOUGHT IT UNLIKELY THAT THE SOVIETS
WOULD LICENSE THEIR TURBINE OESIGN TO A WESTERN FIRM

FOF PRCDUCTINN IN EURCPE, AS THIS MOULC NOY PROVICE THER
WITH EITHER YHE INDEPUNCENCE CF PRCFAGANDA VALUE WHICH

THEY SCUGHY .

11 POSSIBLE AE6 RCTOR PRCDUCTION:

| AE6 IS LOOKING INTQ ONE OYHER PGSSIEBLE SOLUTION YC ITS

| PREDICAMENT. THIS wOULD INVGLVE EURCPEAN PRODUCT ION

| OF ROTORS UNDER AEG CONTRACTy NOT DEPENDENT UPON GENERAL

| ELECTRIC TECHNGLOBY OR LICENSEe AEG BELIEVES THAY BY
DEFENDING ON SUBCONTRACTORS TC PRODUCE THE PAKYS AND

| EXDIS

UTILIZING THEIR FIRM®S PRIOR EXPERIENCE IN ASSEMBLING
FRAME 3 ROTCRSy IT SHOULD BE POSSIELE WITHIN AEG TO
CONSTRUCY ROYORS FCF FRAME 5 TURBINESe ONE CONTACH
BELIENES THIS COULD BE OONE wITH LESS CELAY TG THE OVERALL
CONTRACT THAN IF AEG WEFRE TC wAIT FOCR AND USE ROTCRS
MANUFACTURED BY ALTHSOM ATLANTIQUE. NC DECISION FAS YET
BEEN MACEs AND NEITHER MANNESMAN NCR GEAERAL ELECYRIC

HAVE BEEN INFORMED OF THIS POSSIBILITY. AEs IS CONCERNED
ABCUT POSSIBLE LEGAL PROBLEMSs BOTH &ITH PATENTS FROTECTING
GENERAL ELECTRIC®S TECHNCLOGY AND wITH THEIR MANUFACTURING
ASSCCIAYION AGREEMENTS #I¥H GENEHAL ELECTRIC. THESE
PRCBLENMS ARE BEING EXAMINEDy EUT IT IS LIKELY TO BE SEVERAL
MONTHS BEFORE A DECISION wGULD BE MADE. THIS IS CLEARLY
NCT AN OPTICN FAVORED BY AEG AS SUCH AN ACTION wWOLLD
JECPAKDIZE THEIR LONG AND MUTLALLY BENEFICIAL RELARIONSFKIP
WITH GENERAL ELECTRICy AT LEAST FOR THE PRODUCTION OF
FRAME 5 TURBINES.

|
]
: 9« JE7 DERIVATIVE COMPRESSCFS:

| JET DERIVATIVES ARE NOT THOUGHT TO BE A LIKELY OPTION

} FCR THE SOVIEYS FOR PRECISELY TFE FEASCNS WwHICH CAUSED THEM
i Y0 BE REJECYED AT FIRST: AVAILABILIYJYy COSYe AND FEGUIREC

| REENGINEERING»

| 10e EXCTIC SOLUTIONS:

| AEG HAS LITYLE INTERESY IN THE "EXCYIC® OPTIONS OF STIEAN

| OF ELECTRIC MOTORSy ALTHOUGH YHEY HAVE SUGGESTED FOMERIAG

. TFE LINE MITH ®OFF THE SHELF® STEAM COMPRESSORS WHICH

| THEY MANUFACTURE. THEY THINK THIS POSSIBILITY IS UNLIKELY
| BECAUSE UNDER IYS GENERAL CCNIRACT MANNESMAN HAS CONCLUCED
| SOME 26 THREE=#AY (MANNESMANYZ FACHINCIMFCART/EURUPEAN

| SUPPLIER) SUBCONTRACTS ANC THAT IF SIGANIFICANT CHANGES

| ARE MADE IN THE METHOO OF PUGWERING THE GAS LINEy A LARGE

| NUMBER OF THESE CONTRACYS WwILL HAVE 0 BE RENOGOYIATED

| TC ACCOMMODAYE THE NEW ENGINEERINGe THIS WOULD BE BOTH

| COSTLY AND TIME=-CONSUMING.

} 12. AEG?S FLANS:

FOR YHE PRESENTy AEG SEES NO »AY OUT OF THEIR OIFFICULTY
SITUATIONe THEIR CONSIDERATILN OF POSSIBLY PRODUCING
CCNFIODENTIAL
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RCTORS IN GERMANY ISy ¢ THE WOROS CF CKE SUOURCE yWPAN
ACT CF DESPERATIONS™ THEY ARE VERY CCOACERNED ABOLY
PRESERVING THEIR LONG-TERM RELATIONSHIF WITH GENERAL
ELECTRIC AND wOULD ULNODERTAKE FRODUCYION ONLY IF THERE
PROVED TO BE NC UNSURMOUNTABLE PATENT LICENSING OF PATENT
DIFFICULTIESy IF EXPORT PERMISSION CCULC BE OBTAINED,
ANC IF THIS APPEAREC THE ONLY w#AY JC CCHMPLY WITH THEIR
CONTRACT. THE FIRM IS NOT CERTAIN THE SOVIETS wGULD
ACCEPT THE DELAYS ATTENDANY wITH TRANSFERRING ROTCR
SOURCESy ALTHOUGH SCME DELAYS APPEAR IAEVITABLE AS LONG
AS FRAME 5 COMPRESSCRS ARE USED IN THE FIPELINE. TWHE
DECISION POINTY FOR THE FIRM KILL CCME SHORTLY BRFCRE
JULY 19 1982« AEG-KANIS HAS KHAD TC PAY ITS EMPLOYEES
AND SUPPLIERS SINCE THE IMPOSITION OF SANCTIONS LAST
YEARe THEY ALSO FACE UINCERTAINTIES KEGARDING BOTE PENALYY
CLAUSES IN THE SOVIEY AND GE CONTRACTSy AS wELL AS THE
POSSIBLE W4RITE=OFF OF INVESTMEATS THEY HAVE MADE IN
CCNNECTICN WITH THE SOVIET ORDERe (THE LAYTER INCLUDES
A COMPLETE (UNDEXLOAD TESY FACILITY »HICF THE FIHM BELIEVNES
IS UNIQUE TO EUROPE.) DESPITE AN EXTENSIVE MARKETING
EFFORTy NO SIGNIFICANT SALES APPEAR IN THE OFFING.
SEVERAL GAS TURBIMES ARE BEING MACE IN HOPES OF FLTURE
SALESs EUT THE FIRM IS MUSY RELUCTANY YC E£XPAND THEIR
PRODUCTION FOR INVENTORY. FINANCINGE IS RUNNING OUY
(HENCE THE JULY 1 DATE) ANDe GIVEN THE OVERALL HEALTH OF
THE PARENY FIRKMy IS UNLIKELY TG BE EXTENDED UNLESS THE
BANKS HAVE REASON TC BELIEVE AEG=KANIS sILL BE ABLE YO
FULFIUL THE SOVIEY ORDERe IN THE CIVISION MANAGER?S
JUCGMENTy THE BANKS WILL NOT CONTINLE TC MAKE CRECIT
AVAILABLE AGAINSY THE PCUSIBILITY CF A LIFTING OF THE
U«Se EMBARGO. HE COULD NCT SFECULATE CN THE LIKELIKCOD
OF NEM PRIVATE CAPITAL SOURCEE (SUCH AS THE POSSIELE
TAKE=-OVER BY GEC) EECUMING AVAILABLE PRIOR TO JULY 1,
BUT SAIDy AY HBESTe THIS WAS AN CUTSIDE CHANCE.

13e AEG®S FINANCIAL SITUATICAN:

THE PABENT FIKM OF AEG-KANISs AEG TELUFUNKENs HAS LOST
FRCM DM 400=500 MILLION THIS YEARe THIS IS YHE THIROD
EXCIS

STRAIGHT YEAR IN «HICH ALG HAS BEEN IN THE REDe AND THE
PITIEMCE OF THE FIRM®S BANKS IS APFARPENTLY RUNNING

OUTe AEG IS CONDUCTING VERY TENTATIVE DISCUSSIONS wITH
A NULMBER OF POSSIBLE FUNDING SCURCESy ALYHOUGH ACCORDING
TC OUR CONTACTSe NONL ARE YET BEYOND THE INITIAL STAGES.
OKE POCSSIBILIYYy PRENICUSLY REPGHRTED BY THE PRESSe ¥QULL
BE FOR THE GENERAL ELECTYRIC COMPANY (A UK FIRMy NCT TO
BE CONFUSED WITH UeSe GENERAL ELECTRIC) YO TAKE OVER AN
EQUITY POSITION IN AEG ANLAGENTECHNIKe THE DIVISION IN
MEICH AEG~KANIS IS CONTAINEC. ACCCROING TU KANISy SUCH
A POSITION WOULO ONLY INVOULVE MINORITY CwWHERSHIPe GOUR
CONTACT AN KANIS EMFHASIZED THE EAFLY NATURE OF YFHESE

DISCUSSIONS AND SAILC THAY ANY AGREEMENT wAS WELL IN THE

FUTURE »
BURNS
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